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Report on the Accounting Research 
Activities of the American Institute 
of Certified Public Accountants 
BY WELDON POWELL 
Partner, Executive Office 
Presented before a special meeting of account-
tants of Caracas, Venezuela — December 1960 
HE CURRENT APPROACH of the American Institute of Certified Public 
Accountants to accounting research is something new. It was 
developed by a Special Committee appointed in the fall of 1957 by 
Alvin R. Jennings, the then President of the Institute, to deal with 
this matter. The Special Committee, of which I was the Chairman, 
submitted a report in September 1958, proposing a plan for the or-
ganization and operation of the accounting research program and 
related activities of the Institute. Its recommendations were adopted 
by the Council of the Institute in Apri l 1959. The new plan became 
effective in September 1959, and now we are engaged in the task of 
making it operative. 
We are confining ourselves, at least for the present, to the field 
of financial accounting, and are not entering into related fields, such 
as those of cost accounting, managerial accounting, and auditing. The 
aim of our research is stated as follows in the report of the special 
committee: "The general purpose of the Institute in the field of fi-
nancial accounting should be to advance the written expression of 
what constitutes generally accepted accounting principles, for the 
guidance of its members and of others. This means something more 
than a survey of existing practice. It means continuing effort to de-
termine appropriate practice and to narrow the areas of difference 
and inconsistency in practice." 
It is now about twenty-five years since the expression "generally 
accepted accounting principles" first came into wide use in the United 
States. Nevertheless, there is not a definition or statement of these 
principles on which there is common agreement, and in practice there 
is no little inconsistency in applying them. I am sure that no one who 
served on the now superseded Committee on Accounting Procedure 
would claim that the fifty-one accounting research bulletins issued by 
it purport to constitute such a statement or definition. Notwithstand-
ing this, the present importance of the phrase "generally accepted 
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accounting principles" in giving significance to the financial statements 
of business enterprises is recognized by all who prepare or use such 
financial statements or express opinions on them—not only members 
of the Institute, but also investors, creditors, employees, governmental 
bodies, analysts, consumers, teachers, and students. This is a diverse 
group, with varying kinds of interest and degrees of sophistication. 
Certainly this is an area in which research might be useful. 
The Special Committee concluded that the Institute could, and 
that it should, lead in the thinking on accounting principles and that it 
should treat the accounting research program as one of its most 
important activities, but that at the same time it should enlist the 
closest cooperation of others concerned with this work—governmental 
agencies, stock exchanges, other professions, and especially industry. 
The new approach seeks to avoid, on the one hand, placing the In-
stitute in the untenable position of attempting to arrogate unto itself 
the sole authority in matters of accounting principle, and on the other 
hand, placing it in the equally untenable position of proposing to 
become the servant of those to whom its members undertake to express 
independent opinions. 
We visualize the broad problem of financial accounting as re-
quiring attention at four levels: first, postulates; second, principles; 
third, rules or other guides for the application of principles in specific 
situations; and fourth, research. 
Postulates we understand to be the basic assumptions on which 
principles rest. We are going to try to make clear our understanding 
and interpretation of what they are, to provide a meaningful founda-
tion for the formulation of principles. 
We also are going to try to formulate a fairly broad set of co-
ordinated accounting principles on the basis of the postulates, probably 
similar in scope to the statements on accounting and reporting stand-
ards issued by the American Accounting Association. 
We plan then to try to develop rules or other guides for the 
application of accounting principles in specific situations, in relation 
to the postulates and principles previously expressed. Statements of 
these probably wil l be comparable as to subject matter with the 
present accounting research bulletins. They are to have reasonable 
flexibility. 
Adequate accounting research, we believe, is necessary in all of 
the foregoing. We plan that our pronouncements on accounting 
matters wil l be based on thoroughgoing, independent study of the 
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matters in question, during which consideration is given to all points 
of view. 
The organization for carrying out our research work is made up of 
two bodies. 
The first is the Accounting Principles Board. It consists of twenty-
one members of the Institute, of whom thirteen are practitioners, 
three are teachers, three are business men, one is the Comptroller 
General of the United States, and one is the Director of Research of 
the Institute. The Board is the sole group in the Institute having 
authority to make or authorize public pronouncements on accounting 
principles. 
The second is the Accounting Research Division of the Institute. 
We believe that adequate staff work is essential to the success of our 
program. We have been fortunate in securing as the head of our staff 
Maurice Moonitz, who, as Director of Accounting Research, is the 
administrative head of the Division and has active charge and direction 
of its work. We are equally fortunate to have Perry Mason as Associ-
ate Director of Accounting Research. Eventually the staff is to in-
clude, on a permanent basis, several senior members, several junior 
members, and necessary secretarial assistance. Ideally all of the 
members of the staff should be both Ph.D.s and C.P.A.S. The per-
manent staff is to be supplemented, as occasion arises and opportunity 
affords, by temporary personnel, usually for specific projects, obtained 
from educational institutions, public accounting firms, or other sources. 
Initially we are using, for part of their time, several university and 
college teachers of accounting. 
Our research work is expected to proceed generally along the 
following lines. 
When a decision is reached to undertake a research project, what-
ever staff members are deemed necessary wil l be assigned to it. We 
plan to make every effort to secure persons who are competent to 
participate in the particular project. At the same time a small project 
advisory committee composed of individuals especially qualified in the 
area under study wil l be appointed to consult from to time with the 
staff. It is to be selected partly from the Board, with a member of the 
Board acting as its chairman, partly from the general membership of 
the Institute, and partly from industry and other sources outside the 
Institute. The staff and the project advisory committee will work 
together as a team in an effort to arrive at a sound solution to the 
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given problem. There will be public announcement of each project, 
and interested persons will be invited to submit memoranda for 
consideration. 
A t the conclusion of the work on the project, the results will be 
published as one of a series of accounting research studies. The studies 
are to be in the form of a pamphlet or monograph presenting a de-
tailed, documented report on the work, giving pro and con arguments 
on controversial points, offering conclusions or recommendations, and, 
where appropriate, illustrating and demonstrating the application of 
principles. They are to be published in the names of the Director of 
Accounting Research and those associated with him in the project, and 
are to have only such authority as these names give them. They are to 
be regarded simply as a presentation of what a group of able in-
dividuals consider to be a logical solution to a particular problem 
following a study of that problem, in relation to basic postulates and 
broad principles. The studies will furnish a vehicle for the exposure 
of matters for consideration and experimentation, and we hope they 
will contribute substantially toward the development of sound account-
ing practices, especially as to unsettled and controversial matters. 
Upon the publication of an accounting research study, the Board 
will consider it, and may take any one of three courses of action with 
respect to it. 
If the Board thinks that the conclusions in the accounting research 
study are sound and believes that the time is opportune for the In-
stitute to take a position on them, it will take steps to issue one of a 
series of pronouncements on accounting principles, concerning the 
subject of the study. We hope that these pronouncements will be 
regarded as an authoritative written expression of what constitutes 
generally accepted accounting principles. As in the case of the account-
ing research studies, they are to be framed in relation to basic postu-
lates and broad principles. Before they are published, however, drafts 
are to be exposed for comment to give interested persons opportunity 
to present additional memoranda for consideration by the Board. 
On the other hand, if the Board disagrees with the conclusions in 
the accounting research study, it wil l disapprove the study. In this 
event it wil l make its dissent public, together with the reasons therefor. 
Finally, if the Board believes that the conclusions in the account-
ing research study should be given time to settle down, to allow for 
public reaction and experimentation, it will hold the matter for future 
attention. Meanwhile, members of the Institute will have an excellent 
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opportunity, which I hope they will use, to lead thinking in the 
direction of a sound solution to the problem involved, on the basis of 
the documented material contained in the published study. 
The Board, of course, may make pronouncements on accounting 
principles that are not based on previously published accounting re-
search studies. If it considers action on a particular matter urgent, it 
may instruct the Director of Accounting Research to have his staff 
prepare material for its consideration. However, the usual procedure 
doubtless will be that outlined above. 
The Board also may, and probably will , issue interpretative rulings 
in answer to questions concerning its pronouncements, as occasion for 
them arises. 
The planning of the work—and the Special Committee stressed 
the importance of this—is to be done by the Chairman of the Board 
and the Director of Accounting Research. 
The Institute is arranging to bear the entire financial cost of this 
program. The members of the Institute have been invited to con-
tribute to it. Our budget for next year is $200,000, and that for the 
following year probably wil l be higher. The Board has a Fiscal Com-
mittee, which has cognizance of budget matters. 
However, we expect to take advantage of all available opportuni-
ties to secure the participation and cooperation of other organizations, 
groups, and individuals in the technical phases of the program to the 
greatest extent practicable. Such opportunities are several. One is in 
the invitation of non-members of the Institute—for example, teachers, 
business men, lawyers, and representatives of governmental bodies— 
to serve on project advisory committees for research projects. Another 
is in the solicitation of the views of others on research projects in 
process and on proposed pronouncements on accounting principles. 
Finally, the exchange of views through joint meetings and through 
discussion between individual members of the Institute and their 
acquaintances outside the profession always is helpful. 
Research in accounting is more of the nature of applied research 
than of pure research: an important criterion of its success is the use-
fulness of its results. And by usefulness I mean not so much the 
possibility that something may be used, but rather the likelihood that 
it will be used. Accounting is nothing if not essentially utilitarian in 
nature. Accounting principles, if they are to be generally accepted, 
must be practically applicable. The accumulated experience of the 
responsible elements in the business community cannot be ignored. 
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This suggests that one of the first steps in an accounting research 
project should be to study prevailing practice—to find out what 
principles are actually being applied and what procedures are actually 
being followed in everyday life. There may be some who believe that 
this is all there is to accounting research; that generally accepted 
accounting principles are those that actually are in use; that all that 
is necessary is to count noses. The Institute's approach, as I indicated 
above, goes further. 
Actually, we believe that a firm foundation in accounting theory 
is necessary to the development of a sound superstructure of account-
ing practices and procedures. We hope to develop principles that are 
interrelated, integrated, internally consistent; and to consider new 
problems in relation to these principles and in relation to each other 
instead of as isolated matters to be dealt with empirically. 
In saying this I am not suggesting that we intend to abandon the 
practical approach to accounting in favor of the theoretical one. What 
I am suggesting is that we hope to achieve a proper balance between 
theory and practice. Theory needs to be tested in the light of ex-
perience and common sense, just as practice needs to be considered in 
the light of logic and reason. The statement sometimes made that a 
given procedure is theoretically sound but practically unfeasible is a 
contradiction. If the indicated result is impracticable, the theory on 
which it is based is invalid and should be restudied. Thus practice 
tends to refine and improve theory, just as theory helps to solve 
practical problems. 
We hope, of course, that the Board's pronouncements on account-
ing principles wil l receive acceptance, but here we plan to place reliance 
on persuasion rather than on compulsion. The Special Committee 
concluded its report by indicating that in its view the best method of 
enforcing pronouncements on accounting principles would be to secure 
their acceptance as high authority by professional accountants in 
advising clients and in preparing reports on financial statements. I 
heartily support the Special Committee's position, for I do not believe 
that accounting principles can be imposed by fiat, unless, of course, 
this is undertaken by government, which all of us trust wi l l not come 
to pass. A t the same time I do not think that the profession has done 
enough to promote sound accounting through persuasive effort. I hope 
the implements that the new program will make available will help us 
to improve our performance in this regard. 
The accounting research studies should be especially useful. I 
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hope a reasonable number of them will deal with matters that are 
unsettled and controversial and appear likely to remain so for a time. 
Thoroughgoing, documented, logical presentations of these matters 
should help considerably in stimulating thinking along sound lines 
and in promoting experimentation with workable alternatives. 
So much for the general aspects of our program. As for specific 
research projects, to date we have begun eight of them and are con-
sidering two others. 
The first two are those recommended by the Special Committee, 
namely, studies of postulates and principles. Maurice Moonitz, for-
merly professor of accounting at the University of California at 
Berkeley, had agreed to direct the staff work on both of these projects 
before he was appointed Director of Accounting Research of the In-
stitute, and he still plans to do so, with the assistance of Robert T. 
Sprouse of California. His project advisory committees comprise four 
accountants in public practice, one recently retired practitioner, two 
teachers, a lawyer, an economist, an insurance company executive, the 
Chief Accountant of the Securities and Exchange Commission, and 
the Director of Research of the Institute. In this area attention 
probably will be given to matters such as the use of alternatives, both 
generally and in relation to regulatory requirements, and to the con-
cepts of materiality, consistency, uniformity, comparability, and the 
like. 
The problem of alternatives is especially difficult. There are many 
who feel that uniformity in accounting practices as among companies 
in the same industry, and perhaps as among companies in different 
industries, is essential to achieve the comparability, and therefore to 
facilitate the use, of the financial statements of the companies. On the 
other hand, there are some who believe that there are acceptable 
alternatives in numerous areas in accounting, and that companies 
should be permitted to choose among them. To me there seems to be 
something illusory about the notion of uniformity. Conditions vary 
greatly from one company to another, even if both are in the same kind 
of business. Further, the judgments of managements differ, even when 
applied in the same or in similar circumstances; there are many who 
are not aware of the wide swing there can be within tolerable limits, 
as a result of a difference in managerial judgment. In view of con-
siderations such as these, I am inclined to regard disclosure of the 
practices followed, and consistency in their application from period to 
period, more highly than uniformity of practices. Incidentally, there 
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still is room for considerable progress in the matter of disclosure. I 
do, of course, think that we should strive to secure uniformity of broad 
principles, and that we should seek to eliminate undesirable practices, 
but I also believe that we should recognize a reasonable choice among 
acceptable alternative practices. It seems to me that the imposition of 
fixed ideas would only lead to the risk of the shadow's being accepted 
for the substance. Perhaps it hardly needs saying that an all-compre-
hensive codification of accounting principles and practices is im-
practicable anyway, notwithstanding the appeal this may have for 
some individuals. 
The third research project is a study of the accounting for income 
taxes. Homer A . Black of Florida State University is the director of 
this project, and his project advisory committee consists of two ac-
countants in public practice, two teachers, and two business executives. 
I need not dwell on the many difficult problems that have arisen in 
this area during recent years as a result of widening divergencies 
between sound accounting practices and requirements of income-tax 
laws as to the determination of income. The most bothersome situa-
tions, of course, are those in which there are important differences in 
accounting method as between the financial statements and the tax 
returns; these involve questions as to the desirability or necessity of 
allocating income taxes among periods of time. 
The fourth concerns the accounting for long-term leases. This 
study is in charge of John H . Myers of Northwestern University. He 
is working with a project advisory committee consisting of three public 
accountants, a teacher, and an investment analyst. The major question 
in this area is how to deal with cases in which long-term leases are 
used as a means of capital financing. This question is easy to state 
but most difficult to answer. Professor Myers plans to consider it as 
it affects both the lessee and the lessor. 
The fifth has as its subject the accounting treatment of business 
combinations. Arthur R. Wyatt of the University of Illinois is 
directing it. Three accountants in public practice, a lawyer, a steel 
company president, and a vice-president of the New York Stock 
Exchange constitute the project advisory committee that is working 
with him on it. This study necessitates among other things a recon-
sideration of the whole pooling-of-interests concept, and of the criteria 
by which to judge whether a given transaction should be accounted 
for as a pooling of interests or as a purchase of one unit by another. 
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There are some urgent practical problems in this area to be given 
attention. 
The sixth research project relates to the accounting of non-profit 
organizations. Emerson O. Henke of Baylor University is conducting 
the work on this. His project advisory committee includes, in addition 
to five accountants in public practice, several of whom have served on 
Institute committees on non-profit organizations, the principal finan-
cial officers of three such organizations—a university, a hospital, and 
a foundation. The Board directed that this project be undertaken 
because it felt that more intensive research was needed than the com-
mittee on non-profit organizations had been able to carry out. Numer-
ous problems affecting educational institutions, hospitals, foundations, 
municipalities, and the like are to be considered—fund accounting, 
depreciation practices, classification of expenditures, applicability or 
non-applicability of accounting principles followed by industrial and 
commercial enterprises, and so on. 
The seventh is a study of the accounting for pension costs. 
Alexander Russ of the Institute staff is the director, and his project 
advisory committee consists of four practicing accountants, a profes-
sional actuary, a lawyer, and two corporation executives. The pro-
nouncement on the accounting for the cost of pension plans—Account-
ing Research Bulletin 47—issued by the Committee on Accounting 
Procedure in 1956 was not a very strong one, and it has been the 
subject of numerous questions in practice. We hope to contribute 
something worth while towards the solution of this important problem. 
The eighth and final research project now under way relates to the 
use of funds or cash-flow statements and to the concept of cash flow in 
financial statements and analysis. Perry Mason, our Associate 
Director of Accounting Research, is directing the staff work on it. 
This is a subject that many persons consider to be an important one 
nowadays, and we intend to explore it. 
These research projects were selected for initial consideration 
because we thought they were urgent. You will note that several of 
them call for a reconsideration of certain of the accounting research 
bulletins previously issued by the former Committee on Accounting 
Procedure. Eventually, we probably shall make new studies of most 
if not all of the accounting research bulletins. Meanwhile, the account-
ing research bulletins wil l continue in effect. 
I hope that we also can do some effective work in the area of com-
munication. We accountants are prone to express ourselves sometimes 
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in ways that seem to hinder rather than to help non-accountants to 
understand us. We use too many technical terms. We use ordinary 
words in a technical sense. We are imprecise in our choice of language. 
We are verbose. We appear to regard form more highly than sub-
stance. A small committee of the Board has this problem under con-
sideration, and is trying to develop an effective approach to it. 
I recognize that improved terminology, important as it is, is 
not the answer to all our difficulties in the area of communication. It 
is impossible to cast financial statements in form such that they 
cannot be misunderstood by the least intelligent person who may have 
occasion to use them. There is a point beyond which it is necessary to 
put the emphasis on educating the users of financial data instead of on 
further simplifying the data. I suggest that this aspect of the matter 
also merits attention. 
It has been suggested to us that we should give attention to inter-
national practice, where there are important differences as between 
countries in the ways of doing business and in the laws, which have 
effects on accounting. Mr. Kraayenhof of Holland, speaking in San 
Francisco last fall, discussed some of the problems in this area, and 
urged that the American Institute of Certified Public Accountants 
take the initiative "to invite the establishment of standing committees 
in other countries and to offer permanent contacts in order to achieve 
greater uniformity in the field of accounting principles." Although we 
appreciate the compliment he paid to the profession in the United 
States, we are not certain that we are in a position to export accounting 
research as he has indicated we might. We do favor, of course, taking 
advantage of every opportunity for the international exchange of in-
formation and ideas on accounting. Perhaps there should be standing 
committees such as he suggested. If they were to be brought into 
being, they could well take up as their first assignment the compilation 
of what are the accounting principles actually followed in the various 
countries. There is considerable uncertainty and misunderstanding in 
some countries about what goes on in other countries, and it would be 
helpful at the outset to have some effort applied toward clearing the 
atmosphere. May I suggest also that international progress in ac-
counting would be facilitated by a lifting of the restrictions on interna-
tional practice by accountants, which exist in many countries. 
How soon the results of any or all of our research projects wil l be 
known is something that cannot be foretold at this time. It is to be 
hoped that the work on postulates and principles wil l proceed fast 
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enough so that the results wil l be available in time to serve as a 
foundation for the conclusions as to other matters. If the study of 
postulates and principles is delayed, we shall have to decide whether 
to release anything on the specific matters in advance of the reports 
on postulates and principles. We probably shall make our decision in 
the light of all the circumstances at the time it becomes necessary for 
us to act. 
Meanwhile, we shall try to do a thorough job on the various 
projects we have under way. We shall endeavor to consider all the 
angles. We shall explore existing practice. We shall read everything 
we can find on the various subjects. We shall ask for the comments of 
all interested persons. We shall interview many different people. 
Finally, we shall try to do some bold thinking about our problems. 
If we are to succeed, we shall have to be willing to consider new ideas 
in developing theory, and to reach out toward new methods not tried 
before in developing relevant practices and procedures. There are 
those who think we need a major overhaul, not a minor repair job. 
We shall need also a will to keep up with current problems and to 
take a lead in the thinking on them. This means continuous research. 
Progress and change in human activities create new problems for 
accountants. During recent years the pace has been rapid, and I doubt 
that we have kept up with it. 
We earnestly solicit your help. 
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